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IMF Reform and the International Financial Institutions 
Advisory Commission 



Summary 

In the fall of 1998, financial crises in Asia, Russia, and Brazil were unfolding, 
though in different stages, as the 105 lh Congress was in the process of passing the 
Omnibus Consolidated and Emergency Supplemental Appropriations Act for FY 1999 
(H.R. 4328, P.L. 105-277). This legislation increased the U.S. quota of the 
International Monetary Fund (IMF), but attached a number of conditions to dispersal 
of the funds. Among them was creation of the International Financial Institutions 
Advisory Commission (the Meltzer Commission), which Congress chartered to 
evaluate and recommend future U.S. policy toward the global financial institutions, 
particularly the IMF. 

The Commission released its report on March 8, 2000, calling for changes in the 
mission and operations of the IMF and the development banks. The 11 
commissioners were unanimous only in generally recommending that: 1) the IMF 
restrict its lending to short-term liquidity needs, and 2) that it forgive debt to the 
poorest developing countries. The report makes the case for restructuring the IMF 
to reduce and define clearly its mission, and clarify obligations for members of the 
Fund, as well. At the heart of the proposal is a strong conviction that deep structural 
reforms, particularly of developing country financial systems, would go a long way 
toward reducing the potential for currency crises and the related need for large, costly 
IMF bailouts. It also focuses heavily on the role of moral hazard. These concerns led 
to specific policy prescriptions, not unanimously embraced, including requiring 
financial sector reforms as a precondition for IMF assistance, lending for no longer 
than 120 days (with one rollover period) and at “penalty” rates, and eliminating any 
long-term lending for structural adjustment or poverty reduction. 

Four members of the Meltzer Commission dissented from the report. They 
supported the call to differentiate clearly the responsibilities of the IMF and 
development banks, the need for stricter banking systems in developing countries, 
greater transparency to mitigate abuse by all parties, and debt forgiveness for the 
poorest countries. They disagreed with the details listed above, arguing that they 
would conceivably worsen rather than improve the prospect for global financial 
stability and thereby undermine the fight against poverty and slow development. 

A number of respondents to the Commission report also disagreed with what 
some consider its “narrow” prescriptions, including the U.S . Treasury and the Council 
on Foreign Relations, which offer alternative reform programs. In addition, financial 
crises have been a part of the international economic landscape long before the IMF 
was established, suggesting that too much emphasis on this one institution may not 
bring the desired stability to the international financial system. Still, the IMF is 
responsible for addressing the concerns raised by Congress and other government 
institutions around the world, which have served as a critical impetus for change. 
Continued oversight will be necessary to keep the reform process moving and more 
time may be needed to sort out precisely which policy options will suit the collective, 
but competing, needs of IMF member countries and the broader participants of the 
global economy. 
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IMF Reform and the International Financial 
Institutions Advisory Commission 

In the fall of 1998, as the financial crises in Asia, Russia, and Brazil were 
unfolding, though in different stages, the 105 lh Congress was debating a proposed 
quota increase for the International Monetary Fund (hereafter the IMF or the Fund). 
At that time, the IMF’s struggle to contain these crises strained its financial resources 
and subjected it to increasing criticism. Following a vigorous debate, Congress 
approved funds for the quota increase in the Omnibus Consolidated and Emergency 
Supplemental Appropriations Act for FY1999 (H.R. 4328, P.L. 105-277), but 
attached a number of conditions to their disbursal. Among them was creation of the 
International Financial Institutions Advisory Commission (hereafter the Meltzer 
Commission), which Congress chartered to evaluate and recommend future U.S. 
policy toward the global financial institutions, particularly the IMF. 

Following six months of study and hearings, the Meltzer Commission released 
its report on March 8, 2000, calling for significant changes in the mission and 
operations of the IMF and the development banks. The report was approved by an 
8-to-3 vote that included dissenting opinions by a number of commissioners. The 
commissioners were unanimous, however, in their general recommendations to 
restrict IMF lending to short-term liquidity needs and el im inate extended loan 
programs for other purposes. This CRS report provides background and analysis on 
findings and reforms advocated in the Meltzer Commission report, including selected 
alternative perspectives and critiques that have emerged. 



The IMF and the Evolving International Economy 

The International Monetary Fund, conceived at the Bretton Woods conference 
in 1944, is the institution designed to support global trade and economic growth by 
helping maintain stability in the international financial system. Initially, the IMF 
served primarily industrialized countries by supporting currency convertibility and 
providing them with short-term financing when needed to defend their pegged 
exchange rates. With the demise of the fixed exchange-rate system in 1973, and the 
huge growth and liberalization of the private international capital markets, industrial 
countries soon found little need to draw on the Fund. At this point, the IMF 
increased its assistance to developing countries, some of which were finding 
themselves increasingly embroiled in financial problems. 1 

Most IMF lending draws from the Fund’s permanent assets (some $283 billion), 
provided by member countries (the capital subscription or quota) as part of their 



1 For more on how the IMF functions, see: CRS Report RL30575, The International 
Monetary Fund: An Overview of Its Mission and Operations , by J. F. Hornbeck. 
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commitment when they join the fund. In addition to being the financial resources of 
the Fund, the quota is important because it determines a country’s voting power and 
borrowing capacity. The IMF maintains two borrowing arrangements with selected 
member countries, as well, for times when the Fund may not be sufficiently liquid to 
meet all borrowing needs. The General Arrangements to Borrow (GAB) is a $23 
billion credit line established by 11 industrialized countries in 1962. The New 
Arrangements to Borrow (NAB) was established following the 1994-95 Mexican peso 
crisis as a supplemental line of credit by 25 member countries, adding another $23 
billion of currency borrowing authority. 

IMF lending involves providing hard currencies to member countries with 
balance of payments problems based on need, willingness to adjust policies, and ability 
to repay. Three types of financing facilities are available under the general resources 
account: 1) the stand-by arrangement; 2) the extended arrangement (these two 

constitute most IMF assistance); and 3) special facilities. Two programs created since 
December 1997, the Supplemental Reserve Facility (SRF) and the Contingent Credit 
Line (CCL), amount to special access policies to stand-by and extended arrangements 
under extenuating circumstances. As part of the IMF’s evolving sense of mission, it 
has developed lending facilities to address the needs of the poorest developing 
countries: the Poverty Reduction and Growth Facility (PRGF) - renamed in 
November 1999 from the Enhanced Structural Adjustment Facility (ESAF); and the 
Heavily Indebted Poor Countries (HIPC) initiative. 

Although the IMF has operated for over half a century in an evolving and at 
times volatile global economy, it was the severity and frequency of the 1 990s financial 
crises that rekindled the recent debate over its core mission. Many competing 
perspectives have developed, but there are some common starting points to consider. 
First, since the end of the Bretton Woods era in 1973, the IMF has redirected its 
attention towards the developing world. Second, IMF arrangements have grown in 
size and maturity, as it has taken on increasingly larger financial “bailouts.” Third, the 
Fund has expanded its role as a development organization through concessional loan 
programs to very poor countries. Fourth, short-term balance of payments lending has 
given way to global financial crisis management. 

Figure 1 provides a sense for what some consider the IMF’s evolving mission. 
For roughly the first three decades, total IMF outstanding credit was small by 
historical standards, peaking at SDR 2 13.7 bi ll ion in 1977, much of the increase 
related to financing severe, but temporary balance of payments deficits of oil 
importing countries during the mid-1970s oil price shocks. Data for the past two 
decades point to two additional distinct periods documenting the IMF’s elevated 
exposure to broader global financial troubles. First, the debt crisis in Fatin American 
during the 1980s required vastly greater resources as the IMF took the lead in 
coordinating the response among the private banks, multilateral financial institutions, 
and individual bilateral creditors to avoid massive default. The IMF’s exposure is 



2 The Special Drawing Right (SDR), created in 1970, is an international reserve asset and unit 
of account used to settle transactions at the IMF. Its value is calculated as a weighted average 
of five “hard” currencies, making it a more stable international asset than a single currency, 
such as the dollar, which used to be the key international reserve currency. 
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Figure 1. Total IMF Credit Outstanding 1949-1999 




49535761 656973777981 8385878991 93959799 
IMF Fiscal Year 

Source: IMF, Annual Report 1999. p. 142. IMF financial year runs through April 30. 



clearly visible in its increased lending, peaking at SDR 37.6 billion in 1985 (nearly 
three times the previous high in 1977). 

Second, beginning in 1 995, a series of individual country financial crises resulted 
in unprecedented IMF lending. First, the Mexican peso crisis unfolded abruptly in 
December 1994. As Mexico’s problems began to wind down, a larger Asian financial 
crisis erupted in 1997, with Russia and Brazil following on its heels in 1998 and 1999, 
respectively. These incidents collectively drained IMF funds, with total credit 
outstanding rising over six fold from SDR 10 billion in 1980 to SDR 67 billion in 
1999. Liquidity concerns, along with new policies developed to make access quicker 
and pleas for additional resources (in both the quota and borrowing limits), pushed 
the IMF debate to center stage. 3 

During the 1990s, the concentration of IMF lending was particularly evident. 
Table 1 shows the percentage of total IMF purchases (draws) to the major crisis 
countries since 1995. It includes those made through the Supplemental Reserve 
Facility after 1997 and comprises roughly 90% of the SDR value of IMF purchases 
for any given fiscal year. 4 As may be seen, Russia has been a significant user of IMF 
funds since 1995. In 1995 and 1996, when the Mexican peso crisis hit, Russia and 
Mexico together accounted for 56.8% and 67.4% of IMF purchases, respectively. In 
fiscal 1997, Russia was the only major borrower, constituting 42.6% of total draws. 



3 The immediacy of liquidity concerns has since subsided some given large repurchases 
(effectively repayments) by Brazil, Korea, and Russia in 2000. See: IMF, Annual Report 
2000, pp. 123-24. 

4 These calculations do not include data from the small concessional PRGF loan facility. 
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With the advent of the Asian and Brazilian problems, the major crisis countries 
collectively accounted for 89.8% and then 82.9% of IMF purchases during fiscal 1998 
and 1999, respectively. 



Table 1. IMF Purchases by Major Crisis Countries, 1995-99 



(1 


percent of total IMF purchases or draws 1 


by fiscal year) 


Country 


1995 


1996 


1997 


1998 


1999 


Brazil 










30.2% 


Mexico 


50.0% 


32.2% 








Indonesia 








12.5% 


19.1% 


Korea 








58.2% 


12.6% 


Thailand 








11.6% 


2.3% 


Russia 


6.8% 


35.2% 


42.6% 


7.5% 


18.7% 


Sub-Total 


56.8% 


67.4% 


42.6% 


89.8% 


82.9% 


All Others 


43.2% 


32.6% 


57.4% 


10.2% 


17.1% 


Total 


100.0% 


100.0% 


100.0% 


100.0% 


100.0% 


Source: International Monetary Fund. Annual Report , various years. 

* Includes all Supplemental Reserve Fund commitments beginning in 1998; does not include 
PRGF concessional loan facility data. 



If the mission of the IMF were to be defined by its lending portfolio, figure 1 
and table 1 would suggest that its primary purpose is to lend to countries with major 
currency crises rather than those with short-term, non-crisis balance of payments 
problems. Among the fundamental questions that have arisen from this global posture 
of the IMF are: is the Fund “succeeding” in meeting its core mission of supporting 
international financial stability, and does the expectation that crisis lending will occur 
contribute to the possibility of future runs on currencies? 



The Meltzer Commission Report 

In appropriating funding in the fall of 1998 to increase the U.S. quota in the 
IMF, Congress required that an independent commission be created to evaluate the 
international financial institutions, giving particular attention to the IMF. The 
International Financial Institutions Advisory Commission (hereafter the Meltzer 
Commission) was given six-months to present a detailed report to Congress. 
Professor AllanH. Meltzer of Carnegie Mellon University, historically a staunch critic 
of the IMF, was named commission chair. 5 



5 See: Meltzer, AllanH. Shut Down the IMF. American Enterprise Institute for Public Policy 

(continued...) 


















































